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abstract

This thesis evaluates the economic impact of targeted tax cuts in Tennessee.
Specifically, I examine the Payment-In-Lieu-Of-Taxes(PILOT)Program in Memphis,
TN Using economic data supplied from the Federal Reserve Bank of St. Louis s Federal
Reserve Economic Data and the Bureau of Labor Statistics, I consider the effectiveness
ofthe program’s ability to improve economic conditions in Memphis, TN.
The merits of a targeted tax cut program such as PILOT are often touted as the
total number ofjobs created and amount of dollars invested into the community.
However,this method of counting the total number ofjobs created overstates the amount
of actual jobs created as a result of a new business. I evaluate whether or not the
economic performance of Memphis has performed markedly better than that ofthe State
of Tennessee as a whole. Using a less rigorous, more intuitive method, I examine
whether a ‘displaced worker’ effect results from the granting of tax abatements to
businesses in Memphis, TN. I examine whether the PILOT Program led to more workers
relocating to Memphis from outside the metropolitan area in order to find work, or if
workers from within Memphis and its adjacent counties switched jobs in order to take
advantage of higher wage opportunities.
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I. INTRODUCTION

This thesis evaluates the efficacy of targeted tax cuts awarded by local
governments in Tennessee for the purpose of attracting, and subsequently preserving, the
entry of businesses into the respective local community.* Like many other states,
Tennessee has long used the practice of offering targeted tax cuts in the hope of
improving economic conditions in its state. Tennessee offers targeted tax cuts for a wide
range of industries, such as the film industry, professional sports teams, distribution
companies, and automobile manufacturing plants. Although these targeted tax cuts may
be well intended by policymakers, the outcome of these targeted tax cuts is the most
important question for one to consider when analyzing the efficacy of such tax cuts.
Based upon evidence in Tennessee and elsewhere in the United States, this thesis
contends that the benefits of targeted tax cuts rarely amount to their costs.^
Low tax rates on a broad tax base generate economic growth and allow for market
forces to determine which industries thrive or fail in a local economy. However, it is
important to ask whether or not targeted tax cuts provide the same result for a local
economy. Rather than attracting new entrants into Tennessee and improving economic
conditions for all residents of Tennessee, critics suggest that targeted tax cuts allow
businesses to enter the local economy and disrupt economic activity by distorting relative

'The term targeted tax cut encompasses the wide range of incentives offered by
governments in order to attract businesses, such as tax abatements, property tax freezes,
tax credits and infrastructure financing.
^ Several scholars contend that the marginal cost of government always exceeds the
marginal benefit, due to Hayekian information aggregation problems. See William F.
Shughart, 11, and Laura Razzolini,"On the (relative) unimportance of a balanced budget.
Public Choice, 90(1997): 215-233,M. Friedman and R. Friedman’s Tyranny of the Status
Quo (1984).
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prices for businesses and consumers alike, encouraging businesses to ‘game the system’
and rearrange resources to benefit from targeted tax cuts, and lastly, protect business
from market forces of unwanted competition. Furthermore, while one region of
Tennessee may receive the perceived benefits of targeted tax cuts, the tax burden of
targeted tax cuts awarded to businesses is not borne solely by the residents of the given
region. All taxpayers of Tennessee bear the brunt of targeted tax cuts awarded to
businesses in a particular region.
States have long since used the practice of targeted tax cuts in order to attract
businesses and generate economic activity. For instance, in the late 1870s, an ambitious
railroad project was begun to stretch from New York City, New York, to Oswego, New
York.

Rather than choosing the quickest, most cost-saving route, the railroad company

chose a route in which 50 cities contributed a total of$5.7 million in tax abatements.^
However, these practices were not widespread, as seen since the beginning ofthe postwar
4. 5

period.
In the wake of the Great Depression, Tennessee felt the need to attract businesses
with targeted tax cuts ever so strongly, as the ‘Plantation South’ region of the United
States led the nation in terms of poverty, poor health, low education, and low access to
credit. Furthermore, rural traders seeking higher returns for goods produced often-

^ Guskind, Robert. 1990. ‘The Giveaway Game Continues’, in Planning, volume 56,
number 2, page 6.
A Roosevelt-appointed commission in 1937 recommended no targeted tax cuts
whatsoever in their 12-point policy recommendation to help foster growth in the
impoverished Southern economy.
^ See William C. Holley, Ellen Winston, and T.J. Woofter, Jr. The Plantation South,
1934-1937,(Washington D.C.: United States Government Printing Office, 1940). and
Daniel R. Fusfeld, Age ofthe Economist,(Prentice Hall, 2001), chap. 13.
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overlooked local communities in Tennessee. Rather than trade in the local, rural markets.
rural traders instead sought to travel a longer distance to larger cities where higher profits
could be attained. Thereafter, in an effort to bolster the economic activity of local
communities in Tennessee, businesses receiving subsidies in Tennessee became more
common.^
By 1937, the presence of businesses with targeted tax cuts was dominant in local
communities Tennessee.
Table 1-1
Towns which were:

Number

Without factories but willing to grand inducements

4

Without factories and unwilling to grant inducements

1

With factories, one or more of which were being currently subsidized

29

With factories, with subsidies granted in the past

3

With factories but without subsidies, past or current

4

Total towns visited

41

Source: Municipal Subsidies to Industries in Tennessee, Robert E. Lowry

The estimates above indicate that rarely did factories ever operate without
subsidies in Tennessee, and few towns in Tennessee were not willing to offer subsidies to
businesses.

^ Although local governments in Tennessee did offer targeted tax cuts, they even went a
step further by directly financing factories for various industries. See Robert E. Lowry,
"Municipal Subsidies to Industries in Tennessee," Southern Economic Journal, 7, no. 3
(1941): 317-329,
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In this thesis, the metropolitan area of Memphis receives special attention in
particular due to its PILOT (Payment-In-Lieu-of-Taxes) programs. PILOT programs are
not novel to Tennessee, as they exist in several different forms around the country.^
Although Memphis has been granting PILOT leases to businesses since the late 1980s, an
important question to consider is whether or not Memphis’s economy has performed
differently from Tennessee with much significance, a question that will be confronted
later in the fourth chapter.
To begin, I present a summary ofthe literature on the economic impact and
efficacy of targeted tax cuts. Much debate exists among economists on the issue, as
economists have reached little consensus on it. Next, I present the story of Memphis and
Shelby County’s Payment-In-Lieu-Of-Taxes(PILOT)Program and briefly lay out its
guidelines, focusing on the review and selection process and compliance with its
requirements. Then, I examine whether or not the PILOT Program has resulted in
positive economic growth for Memphis and the State of Tennessee. Using data from the
Federal Reserve Bank of St. Louis’s FRED and the Bureau of Labor Statistics, I examine
the economy of Memphis and Tennessee based upon the employment level,
unemployment level, and resident population.

^ Michigan Tax-Free Zones and South Carolina have PILOT programs, to name but two.
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II. LITERATURE REVIEW

Much debate exists among economists on the issue oftax abatements as to their
importance in the decision-making process of businesses, positive or negative impact on
the local economy. Studies also differ in their approach of when to analyze the economic
impact of tax abatements. Ex-ante studies are conducted before the plant locates into the
given local community, while ex-post studies are conducted after the plant has located
into the given local community. The weakness of ex-ante studies is that they often rely on
choosing the correct employment multipliers, in which an error can overstate or
understate the jobs created when a business locates in the given area. However,
politicians and governmental officials still prefer to use ex-ante studies for political
entrepreneurship. Ex-post studies are able to account for the number of workers
employed at a business who relocated solely for employment versus the number of
workers already living in the adjacent area. Peavy describes this effect as the ‘displaced
worker effect’(Peavy 2007).
To illustrate the vast difference of opinion and approach between economists, I
present a selection of literature on the economic impact of targeted tax cuts. The key
difference in results among economists is an empirical one. By looking at different
pieces of the puzzle, economists come to different conclusions.
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Economists who advocate tax abatements usually do not analyze the granting of
tax abatements on a rigorous cost-benefit basis. The fact that more workers’ wages
increase must be coupled with the cost-per-job, or else the true benefit to the public is
flawed. Another common error in such studies is the assumption that businesses would
not have located to a given area had they not received tax abatements. Areas with
tremendous location advantages, such as Memphis or New Orleans, should be examined
with much more scrutiny. These locations are the first choices of distributional centers
regardless of what tax abatements are being put on the table. With much dispute in the
literature that tax abatements are relevant in the firm’s decision-making process, it is not
wise to make bold statements on the efficacy of tax incentives while assuming the
necessity of tax abatements.

Table 2.1: Economic
Impact Studies of
Targeted Tax Cuts
Author(s)

Location of
Tax
Abatements

Results

Peavy (2007)

Canton, MS

Nissan’s entry at Canton had a
positive effect on total jobs
created, however, the net jobs
created was marginal. Most
employees left employment
from nearby communities to
work at Nissan, and very few
workers moved to Canton to
find employment at Nissan.
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Black and Chandra (1996)

Kentucky

Bartik, Becker, Lake and Bush (1987)

Smyrna, TN

Coffin (1982)

Fournier and Isserman (1993)

Targeted tax cuts were
correlated with positive
economic growth. However,
they were not able to conclude
that the cause of positive
economic growth was targeted
tax cuts, the reason being that
firms may choose to locate in a
certain region regardless of
incentives based upon location,
wages, low marginal costs, and
so on.

Saturn’s relocation to Smyrna
caused property values to
increase and the types ofjobs
to improve in terms of wages
and skills. However, they
were not able to conclude
whether or not the jobs would
be viable in the long run if the
US auto plant industry would
fail to remain competitive
internationally.
Indianapolis, There is not strong enough
IN
evidence to conclude that tax
incentives resulted in any
economic growth. Businesses
rarely factor tax incentives into
their decision-making process
when re-locating to new areas.
Honda received tax
Marysville,
OH
abatements, and Honda’s entry
into Marysville resulted in
positive economic growth.
However,the surrounding
counties suffered and
experienced sluggish economic
growth. They concluded that
but-for Honda, all of the
counties would have
experienced similar positive
growth rates.

i:
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Marvel and Shkurti (1993)

Sautet and Shoaf(2003)

Hicks and Shughart(2007)

Marysville,
OH

Memphis,
TN

West
Virginia

Erickcek and Eberts(2008)

Michigan

Marvel and Shkurti were not
able to discern the net growth
and total growth ofjobs
associated with the automobile
plant. The majority of workers
at the Honda plant were
already residents of Ohio, and
few workers moved from out
of state.
There is no evidence to
support the conclusion that tax
abatements have generated
economic growth in Memphis,
TN. They estimated a decline
in the number of
establishments and the level of
employment for the period of
1997-2003.
Ohio County, WV,in terms of
employment levels, showed no
marked advantage as a result
of giving businesses tax
abatements. Even if the tax
abatements resulted in some
improvement, the exorbitant
cost per job would still raise
questions about the tax
abatement’s efficacy to light.
This study assumes that tax
abatements were necessary to
entice businesses to relocate to
the given area. Also, this
study assumes that businesses
will remain in the given area
after they no longer receive tax
abatements. They report a
positive correlation between
tax abatements and worker
pnt levels. _
wage and emplo;

Peavy wrote his PhD dissertation about the economic impact of Nissan s
automobile plant in Canton, Mississippi. Two prevailing methods of analyzing economic
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impact were evaluated in his dissertation. One such method is to count the total number
ofjobs created in the adjacent counties as a result ofthe building of the Nissan
automobile plant. Another approach is to count the net number ofjobs created as a result
of the new Nissan automobile plant.
This difference is significant because the total number ofjobs created as a result
of a new automobile plant, or any other business for that matter, does not reflect the
number of workers who left jobs in the same area in order to become employed at the
new automobile plant. Therefore, the total number ofjobs created presents an
opportunity to overstate the economic impact of a new automobile plant’s location in the
local community. One way to account for workers who have moved to the area receiving
targeted tax cuts in order to find employment is to measure the net number ofjobs created
as a result of the new business.
Black and Chandra studied the economic impact oftargeted tax cuts on the state
of Kentucky. Their findings included a positive correlation between county growth-rates
and the presence of Industrial Revenue Board(IRB)incentives. However,they also
noted that it was not possible to conclude that without the IRB incentives, the business
would not have located in the given county. Black and Chandra noted that the firm may
have chosen the given county based on considerations other than IRB incentives, such as
location factors and wages. Either way,the presence of a business in the county would
still contribute to positive economic growth.
Bartik, among the most cited scholars oftax incentive efficacy studies, reviewed
the economic impact of Saturn’s automobile plant in Smyrna, TN. Once again, as in
Black and Chandra (1996), Bartik was not able to conclude that the tax abatements
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offered to Saturn were necessary in order to lure the new firm. However, Bartik et al.
stressed the importance of infrastructure and education as determinants of positive
economic growth.
Coffin analyzed the economic impact of tax abatements in Indianapolis, IN. He
found that there was not strong enough evidence to conclude that tax abatements resulted
in positive economic growth; at best, the benefits from the observed tax abatements were
minimal. He goes a step further than Bartik et al. and Black and Chandra to claim that
businesses rarely ever factor targeted tax cuts into their analyses when determining a
plant location, regardless of whether their decision is interregional or intraregional.
Fournier and Isserman analyzed the economic impact of Honda’s automobile
plant in Marysville, OH. They report a strong positive impact on worker income and
employment levels in Marysville as a result not only of the operation of the plant, but
also because the construction of the auto-plant contributed to positive economic growth.
However, these results do not correlate with Marysville’s surrounding counties. While
Marysville was experiencing economic growth, the surrounding counties performed
rather sluggishly, which leads us to conclude that workers left jobs in the surrounding
areas to pursue jobs at Honda. Fournier and Isserman conclude that if Honda had not
located in Marysville, the surrounding counties would not have trailed Marysville in
economic growth and all counties would have grown more or less homogenously.
Marvel and Shkurti evaluated the effect of Honda in Marysville, OH on
employment. Adopting a standard economic analysis technique of industrial
employment, they used an input-output analysis of Honda’s plant using a pre-determined

J
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employment multiplier of 4.0.^ Their findings are consistent with Fournier and Isserman
in that the surrounding counties experienced sluggish growth that would contribute to
economic growth less than that of a 4.0 multiplier. All in all, Marvel and Shkurti were
not able to distinguish between net and total ofjob growth as a result ofthe Honda plant
in Marysville, OH.
Hicks and Shughart studied the economic impact and efficacy of tax abatements
awarded to businesses in Ohio County, West Virginia. They were able to trend the
employment levels versus the unemployment rate from 1990-2006. They saw no
significant change in the employment level or the unemployment level as a result ofthe
tax abatement at any stages during this period. Even if critics use a “but-for” argument
for tax abatements in that the state of Ohio County’s economy would have been far worse
but for the tax abatements, the exorbitant cost per job may have absorbed resources that
could have been spent more wisely elsewhere in Ohio County.

^ The Ohio Development Board chose the level 4.0 and requested for Marvel and Shkurti
to it when analyzing the employment effect of Honda in Marysville, OH.
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III. The Story of Memphis and Shelby County PILOT Program

Payment-In-Lieu-of-Taxes(PILOT)Program Layout
I begin by briefly detailing the rules and guidelines ofthe PILOT Program, a
property tax abatement program that was created in the late 1980s in an effort to spur job
growth. The Memphis and Shelby County Industrial Development Board developed the
Payment-In-Lieu-Of-Tax (PILOT)Program to provide economic incentives for the
purpose of attracting businesses to relocate to Memphis, TN. The Industrial
Development Board’s stated purpose for the PILOT program is to promote “high quality
development in all parts ofthe City and County.” The PILOT Program was created in
accordance with the State of Tennessee Industrial Development Corporation Act, and the
Industrial Development Board ofthe City of Memphis and County of Shelby(IDB) has
sole discretion in granting PILOT leases to applicants. Successful applicants are
determined on a case-by-case basis, and no one is guaranteed a PILOT by simply meeting
a set of requirements.
The IDB evaluates each PILOT applicant by a set of certain requirements:
Table 3-1
A. Number of Jobs Created
B. Wages Paid, Medical Benefits
Provided
C. Capital Investment
D. Diversity Plan
E. Benefit/Cost Ratio

Source : Memphis and Shelby County Industrial Development Board, Payment-In-Lieuof-Tax (PILOT)Program Overview, 2010.
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The IDB established these criterion a basis for evaluating PILOT applicants:

Table 3-2
Jobs

A project must create new net jobs to be considered for a
PILOT incentive. Points will be awarded according to the
PILOT evaluation matrix based upon the number of net new
full-time-equivalentjobs employed directly by the project
operations including contract employees.
Project employees must be paid at least $10 per hour (actual
wage per employee, not average wage)to be considered in the
determination of net new jobs for a PILOT incentive. This
criterion may be waived for a qualified tourism project.

Wages

Projects that pay annual average wages (including paid
vacations and holidays) that qualify or exceed 75% of the
current Shelby County annual average wage will be awarded
points according to the evaluation matrix.

Benefits

Project employers must provide medical benefits and pay at
least 50% of the cost ofthose benefits to be eligible for a
PILOT incentive. This criterion may be waived for a qualified
tourism project.

Capital Investment

The project investment in land, building, site preparation,
equipment and any other tax producing improvements will be
awarded points according to the evaluation matrix.
Additional capita investment in an amount not to exceed 10%
of the value initially approved by the IDB may be added to the
PILOT lease for the term ofthe incentive.
Investment capital cannot be transferred between real and
personal property categories once the IDB has approved the
Applicant’s application. Subsequent investment capital
reassignment by the Applicant will require re-submittal of
another application for IDB approval.
Monthly or annual rental payments during the PILOT Lease
term will not be construed as part of the leasehold property
improvement or as increasing the value of the Applicant’s
capital investment.
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Location

Projects locating within the City of Memphis and/or Target
Areas will be awarded points according to the evaluation
matrix.
Target Areas currently include:
-Renewal Community as defined by HUD
-Renewal Market Tax Credit Area as defined by U.S.
Department of the Treasury
-Other City Target Areas
-Frank Pidgeon Industrial Area
-State and Federal designated brownfields
-Urban Economic Revitalization Areas

Diversity Plan

PILOT Projects must participate in the Diversity Program in
order to be eligible for PILOT leases.^

Benefit : Cost Ratio

The public benefit, as measured by new local tax revenues
generated for the city and county by the project, must exceed
the public cost as measured by the city and county property tax
revenues forgone as the PILOT incentive. The ratio of benefits
to costs must exceed one-to-one unless a two-thirds majority
of the board votes to waive this requirement for a project.

Special Consideration

The IDB shall have at its discretion to consider pertinent
information that demonstrates a significant beneficial impact
upon the economic and physical plans of Memphis and Shelby
County.
Accordingly, the IDB may, but is not required to, grant
additional points to projects that meet any ofthe following
criteria listed below.

Points

The maximum points awarded for meeting these criteria are
noted in the evaluation matrix. In no event shall special
consideration exceed 25% of the matrix score calculated prior
to the addition of special consideration points.
If any special consideration points are awarded,the project
must still meet the criteria of a benefit to cost ratio that
exceeds one-to-one as noted in the benefit: cost ratio criterion
above.

Source: Memphis and Shelby County Industrial Development Board, Payment-In-LieuOf-Taxes(PILOT) Program Overview.

The details of the Diversity Plan are beyond the scope of this paper, as there is an
enormous set of rules and regulations determining the diversity of a business. Businesses
that merit higher degrees of diversity earn ‘points’ that can result in more tax abatements.
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The practice of enticing businesses brings to mind the idea that local governments
promote all businesses that will provide a higher standard of living for the citizens ofthat
community. However, some types of businesses need not apply for a PILOT grant, as the
IDB forbids businesses that meet certain criteria. Such a preference of a local government
is a tool of central planning, and is not friendly towards free market practices.

Table 3-3
Businesses that may apply for a PILOT:

A.

Industrial Projects: constructed to manufacture, assemble, process.
fabricate and distribute agricultural, mining, biomedical, and electronics.

B.

Food, chemical, alternative fuels, automobile or other manufactured
products.

C.

Pollution Control projects, approved by the City of Memphis or
Shelby County, promoting the health, welfare and safety of the citizens
of Memphis and Shelby County have been found by the legislature to be
in the public interest without regard to employment factors.

D.

Distribution Facilities constructed to receive and forward final goods
to various locations.

E.

Office Buildings and Service Facilities, which the project will occupy
for at least the term ofthe PILOT.
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F.

Major Tourism Projects that meet the threshold set for participating
projects under the Convention Center and Tourism Development
Financing Act of 1998 (Title 7, Chapter 88, Tennessee Code Annotated).

G.

Other Non-Retail Projects not defined above may be considered for
PILOT on a case-by-case basis.

Businesses that may NOT apply for a PILOT:
Table 3-4
A.

Projects that are already underway or have begun construction. A project
must meet the “but for” test, which affirms that but for a PILOT incentive the
project is not viable.
B.
General Commercial Projects, Housing Projects, Retail Centers, and
Entertainment and Recreation Facilities with the exception of a Qualified
Tourism Project.
C.
Speculative Development: This Policy shall not be construed to prevent
Projects for single users, even though the actual ownership of such Projects may
reside in an entity or entities other than the user. Such cases shall be considered
upon their individual merits, but in no event shall a Project be owned by a party
other than the primary user ofthe facility be considered unless: All ofthe
Facility or a predefined percentage of the Facility will be used for the Project
which is the subject to the PILOT. No PILOT application shall be approved if it
would constitute an artifice or device to circumvent the Board’s requirement that
“speculative” rental projects not be approved.
TTT

Source: Memphis and Shelby County Industrial Development Board, PaymentIn-Lieu-of-Tax (PILOT)Program Overview,2010.
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Normally, under the state of Tennessee’s Constitution, no private property is
exempt from taxation and the same tax rate must apply across the board to each
jurisdiction. In order for the PILOT Program to be held constitutional §7-53-102 was
adopted and allows for each Industrial Development Board to authorize PILOT projects.
The Industrial Development Board leases real and/or personal property to the
successful PILOT applicant for the term approved by the Industrial Development Board.
Each business will make payments of at least 25% of Shelby County property taxes and
10% of City of Memphis property taxes (if the business is located in the city of Memphis)
to the board. Lease terms generally do not last longer than a period of 15 years, and each
applicant may apply for another PILOT, granted that the applicant meet the set
requirements of the board. In order to comply with the rules and guidelines put forth by
the IDB, each business receiving a PILOT must participate in the IDB Diversity Program.
Section II of the Program Overview forbids any board member to participate in
the evaluation process if a conflict of interest exists on behalf of any ofthe board
members. Board members must recuse themselves if any financial/familial relationship
or material interest exists between a board member and an applicant.
As we will see later in the thesis, the efforts of the Memphis and Shelby County
IDB to provide a thorough, comprehensive set of criteria result in a means for individuals
to take advantage of the Tennessee taxpayer’s money.
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IV. The Case Against the PILOT Program

Criticism of the PILOT Project
Sautet and Shoaf of the Mercatus Center at George Mason University have
studied the economic impact of the Memphis PILOT Program on Memphis and Shelby
County’s economy for the period of 1996-2003. During this time period, the Memphis
PILOT Program projected a total of 38,764 jobs created and $5.42 billion in investment
spending (Sautet and Shoaf 2006). Needless to say, the actual number ofjobs created
and investment spending did not reach to the IDE’s forecasts for jobs created and
investment spending. Sautet and Shoafreport that in Shelby County, the number of
establishments decreased by 3.2% and employment decreased by 5.0%. From 2000 to
2012, the unemployment rate has increased 163%(compared to the 153% increase for
Tennessee as a whole), and the level of employment in Memphis has fallen by 3.9%.

Table 4-1
Year

Jobs Projected

Investment Projected

% Change in

% Change in

Establishments

Employment

1997-2003

38,764

$5.42 billion

-3.2

-5.0

2000-2009

26,722

$3.88 billion

1.5

-3.9
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Source: Memphis and Shelby County Industrial Development Board, and US
Census Bureau
The findings of Sautet and Shoaf reveal a sharp decline in employment for
Memphis and Shelby County. To be fair, it is important to note that during this time
period, the entire State of Tennessee experienced a sharp decline in its civilian labor
force. Memphis did not experience a decline in the civilian labor force while the rest of
Tennessee was experiencing a markedly greater growth in the labor
Table 4-2
Civilian Labor Fwce In Memphis, TN-AR-MS (MSA)(MPHLFN)
Civilian Labor Force in Tennessee (TNLFN)
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Only until after 2005, do Memphis and Tennessee experience sharp increases in
the labor force until 2006, after which both experience a dramatic decrease in the civilian
labor force. Trying to draw inferences from the years 1994-2000 overstate the PILOT
Project’s failure to provide jobs for Memphis, TN. So,judging PILOT based on the
years 1994-2000 would not be a fair indicator of whether or not it is effective for job
growth due to the fact that the entire State of Tennessee was experiencing a labor force
decline.
During the period 1997-2003, Sautet and Shoaf report that there was a 5.0%
decrease in employment. Also, during the period 2000-2010,the decrease was just 3.9%.
Perhaps fewer PILOT leases being awarded to businesses then has less of a negative
effect on the change in employment for Memphis and Shelby County.

Table 4-3
TN Employment vs. Memphis MSA Employment Level
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Judging from Table 3-3 during the time period 1990-2011, it is safe to say that the
economy of Memphis has not performed markedly better than that of the State of
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Tennessee as a whole. From 1990 to 2011, Memphis experienced a 16% increase in
employment, while the State of Tennessee witnessed a 25% increase in employment. This
raises concerns of the efficacy of the targeted tax cuts awarded to businesses in Memphis,
considering the costs of targeted tax cuts as shown in Table 3-4 below.

Table 4-4
Year

Jobs Created

Targeted Tax Cuts Awarded

2000

6,848

$66,786,607

$9,752.72

2001

1,874

$55,283,945

$31,101.36

2002

4,495

$44,339,577

$9,864.20

2003

3,596

$56,841,983.00

$15,807.00

2004

1,270

$15,052,806

$11,852.60

2005

2,940

$64,616,379

$21,978.36

2006

1641

$58,116,718

$35,415.43

2007

1 151

$20,175,943

$17,529.06

2008

719

$13,473,651

$18,739.43

2009

2188

$33,421,167

$15,274.76

Cost per Job

Source: Memphis and Shelby County Industrial Development Board
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Table 4-5
Memphis MSA Employment Level vs Unemployment Level
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Source: Bureau of Labor Statistics.

Table 3-5 shows the employment level and unemployment level for the Memphis
metropolitan area from 1990 to 2011. The two levels generally have a positive
correlation with each other. As the employment level increases, the unemployment level
decreases. However, the actual number of jobs created and lost raises several questions.
In Table 3-5, during the time period 2007-2009 the decrease in employment level is
significantly larger than the increase in unemployment level. While the decrease in the
number of the employed during this time period was 36,840, the increase in the number
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of the unemployed was 28,659. The difference between these two values is 8,181, which
accounts for those who either stopped actively seeking employment after losing
employment, retired, relocated outside of the Memphis metropolitan area, or lost jobs
after commuting to the Memphis metropolitan area from a neighboring community.
Those individuals who lost jobs in the Memphis metropolitan area, but yet live in
adjacent counties would not necessarily be considered in the unemployment level for
Memphis. Thus, a drop in the employment level wouldn’t necessarily correlate with an
increase in the unemployment level. This finding would be consistent with the ‘displaced
worker effect,’ where the net number ofjobs created is much smaller than the total
number ofjobs created as a result of a targeted tax cut. In this case, workers counted in
the employment level for the State of Tennessee, or a neighboring state such as Arkansas
or Mississippi, would have left their current jobs in order to gain higher wages at jobs in
Memphis. Thus, workers who lost their jobs may have significantly contributed to the
decline in employment being greater than the rise in unemployment.
One mustn’t rule out the possibility of individuals dropping out ofthe labor force
and not actively looking for employment, but considering the relatively modest
population size of the Memphis metropolitan area, it is not likely that the 8,181
differential is solely caused by a decline in those seeking jobs. Also, one cannot rule out
the possibility that the drop in resident population of Memphis and Tennessee as a whole
from 2007 to 2009 may account for the difference in the change in employment level and
unemployment level. In Table 3-6, resident population declines around 1% in both the
State of Tennessee and Memphis.
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Table 4-6
Resident Population in Memphis, TN-AR-MS (MSA)(MPHPOP)
Resident Population in Tennessee (TNPOP)
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A more sophisticated econometric model could be applied to analyze the
‘displaced worker effect’, and would surely be more rigorous and accurate(Peavy 2007).
However, when focusing on not just one business but also rather hundreds, accumulating
time-series data for a major metropolitan area’s tax abatement project can be a very
costly and lengthy process.
If there is such a displaced worker effect occurring in Memphis in 2009, then the
goals of economic growth in Memphis and Shelby County are not being met. Rather than
more workers finding employment in Memphis,the PILOT Program is acting as a wealth
transfer from those not receiving PILOT jobs to those receiving PILOT jobs. Not only
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will the PILOT Program transfer wealth in Memphis, Tennessee taxpayers will face
higher taxes in order to fiind the PILOT Program.
POLICY RECOMMENDATIONS
One problem of the PILOT project is in the PILOT Job Eligibility Notes section
of the application for a PILOT program. In order for jobs to be counted as PILOT Project
jobs, the hourly wage for an employee or Contract employee must be at least $10.
Workers who earn less than $10, in other words, are not counted in the ‘jobs created’
total for each business receiving a PILOT grant.
What does this do to the business owner’s incentive to hire low-skilled labor? In
order to fulfill its contractual obligations of the PILOT,the number jobs of promised by
each business must be created within two years ofthe first PILOT lease. With a limited
budget, businesses will be faced with either cutting costs and keeping wages low, or
hiring workers earning more than $10 in order to meet the quota and thus preserve their
stream of PILOT leases. During a downturn in the business cycle, wages are not able to
adjust as a result of the $10 hourly wage requirement. As a result, employees earning
more than $10 will face termination.
Job creation becomes costly to the business owner when a preference for a certain
wage level exists. The minimum requirement of$10 per hour acts as a price floor on the
performance of the individual business. The requirement causes the business to
underreport the amount ofjobs created as a result of the PILOT lease. Businesses could
have otherwise reported a total number ofjobs created including the extra number ofjobs
filled by workers receiving less than $10 per hour.
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The Diversity Program may have good intentions, but the $10 wage requirement
limits the number ofjobs that convicted felons can hope to attain. With mostly high-skill
jobs earning $10 per hour, average felons will simply lack the skills and education to ever
hope of being hired for a PILOT Project.
The tax structure of Memphis and Shelby County should be low and rewarding to
businesses that the free market determines to be a success.

Government’s role in

choosing winners and losers is simply too costly and risky. Government simply does not
have the right amount of information necessary to guide the market to prosperity.
Individuals, faced with higher wage opportunities, will leave current employment in
order to earn higher wages. This transfer of workers will hurt employers not engaged in a
PILOT agreement. To add insult to injury, the very employers hurt by losing employees
to PILOT jobs will be forced to pay a higher tax rate than businesses engaged in a PILOT
agreement.

This idea comes from Michael J. Hicks and William F. Shughart 11, "Quit Playing
Favorites: Why Business Subsidies Hurt Our Economy," Unleashing Capitalism'. 119129.
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V.

CONCLUSION

This thesis evaluates the economic impact of Memphis and Shelby County’s
Payment-In-Lieu-Of-Taxes(PILOT)Program. The fact that governments have been
engaging in such practices provides economists with much data. However, little
agreement exists amongst economists on the issue oftheir economic impact, efficacy, and
necessity. To reiterate, economists who count the total number ofjobs created by the
entry of a firm into a given location do no truly capture the amount ofjob growth.
Rather, such studies overstate it. Studies that show the net number ofjobs created as a
result of the entry of a new firm bring a more accurate picture ofthe amount ofjobs
created into view.
An alternative, less rigorous way of checking for a displaced worker effect has
been used by simply observing the change in employment and unemployment levels in
comparison to the resident population of Memphis and Tennessee. Without extensive
data on the employees of each firm, measuring employment effects as a result of a new
firm is rather difficult and costly. The PILOT Project has issued hundreds of leases over
the past 10 years to different businesses, so such circumstances would also make
economic impact models extremely costly. As a practical alternative, observing the
changes in employment and unemployment levels will indicate a sudden change in the
labor force in Memphis.
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In order to account for a ‘displaced worker’ effect, the change in employment
level has been compared to the change in unemployment level. A decrease in the
employment level that is greater than the increase in the unemployment level raises
several questions ofjust who, in terms of residency, was participating in the workforce in
Memphis, TN. If the increase unemployment level does not fully capture the decrease in
the employment level, then one of several explanations is that workers from neighboring
communities had been participating in the workforce for Memphis,TN. Other factors.
such as workers retiring or ceasing to actively seek employment,can contribute to this
finding as well and mustn’t be ruled out when analyzing the data.
How does this affect the stated goals ofthe Memphis and Shelby County
Industrial Development Board? If economic development is the justification for issuing
PILOT leases and subsequently causing wages to rise for a select few class of businesses.
then evidence of worker displacement shows that the extent of economic development in
Memphis and Shelby County is very limited. Rather than wealth creation, the PILOT
Program has resulted in wealth transfers from those not receiving PILOT jobs to those
receiving PILOT jobs.
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